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National Income and Product —

o ARevww of the 1957-53 Décliﬁe and Recovery

NATIDN.&L mcome and output recorded a substantial
advance in the third quarter as the economy extended the
recovery from the low point reached Jast spring. . In

© doller valua—thouph not yet in physical volume—production
' was nearing the rates of 1957.  The pattern of recovery
has been diverse, though most mejor segmenta have shared

in-the rise.

Witk the third quarter » full year hos
1857 downturn began. It is therefore tims
period of recession and recovery 2z a whola, -

“The Nation's outpat in the third quarter still reflacted in
clear outline the impact of tha earlier economie shde. The
markets for durable goods and business eonstruction were
m signs of firming, but nevertheless rempined well

iy .

In conixast, demand for mondurable goods and services
for these products is closely
lickad to current consumption needs and consumer behavior
in the 1957-58 recession reflected the fact that disposable
income at no time ynderwent any snbstantial contraction,
. Governmment and bisiness demand, tos, held up well or
expanded in these categories. In the be, spendi
for nondursble and service componentz of the nationa
product was searcely checked in its postwar growth, and is
now congiderably larger than a year ago.

" Whils high investment in durables and construction has
been an outstpnding fenture of the postwar period, services
and nondurables stifl myke up more then two-thirds of the
GNP, and the steady strangth of final demand for them has
hazn & stabilizing factor in earlier business declines aa well as
in the Dost recent ones. Dhuring the cyclical downawing it
has served as 3 brake, and its econtribuiion to subsaguent

since the
to review this

** recovery has been prompt and subatantial.

The demand strength shown in these categories—and in
certain more dursble lines as well snay be iaced to a
+ pombingtion of circumstances well illustrated in the experi-

ence of the past 12 months. Of primary impertance among
thess cireumstances ave the matntensncs of consumer in-
comes;, the short-run tendency of consumption
t0 resist change; and the cwrent size of the governmental
market, where demand iz not zo directly tied to the businsss
cycle.  The role of these factors in Yimiting the severity of the
recesgion 13 indicated Eelow in comnection with specifin
markets. .

Bogie to the turnaround was the shift thai ocenrred in
Govermken’ programs, not only in the national defense
entegory but also in the stimulation of residential bhousing
through Feders]l finwarsing nids. The declining trend i

NOTE=~MH. GSBORNE IS ASRISYANT CHIEF OF TiiE NATIONAL INCOME
DIVISTON, FFICE OF BUSINESS ECONOMICS,
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0 - - SURVEY OF CURRENT BUSINESS~
Eomabuﬂdjng was reversed early in the yoar, and by the end

of the third querter-of 1958 housing starts were ronning at
the highest rate in 3 years. The roversal of the mid-1957

cut in national security smgmm was reflected hefore year-

end v an seceloration of contract placements, and in the
growth of actuasl procurement subsequently. The simul-
feneous lifting of social security payments under the wn-
mnglujmsnt and old-age and survivors” insuranea programs
added to consumer buying power, as did the raising of Gov-
ernment employees’ enlaries in June retroaciive to the first
of the year. : L . :

Recession and recovery _
Froz the third quarter of 1957 to the first quarter of 1958,

the reduction in fingl purchases by all groups in the economy -

totaled 2 percent. It involved relatively deep sales declines
in autos snd in a variety of investment-types goods, Thess,
together with the associated swing to genersl invanbory
Liquidation 2 the near-term market ontigok clouded, were
major factore i the recession of the GNF and. of employ-
ment. _‘The immediate result was s relatively sharp cuﬁua.ck
in the Nation’s incoms from enrrent production.

. The market impact of this income reduction cannot ba
distinguished ut sll precisely among the shifts which

in final-product mlgs, bat clearly it was not very great in

Censumer Buying Power better
maintained than Quiput during
postwar recessions
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the agpresate. A rise m unemployment compenention and

othar eoeial security benefits made up for more than half
the overall decline in_total payrolls from the third gquarter
of 1957 to the second quarter of 1058. At tha same tima
personnl taxes decre with the cut in taxable earnings.
A drop in corporate tax accruals lilkewise accompanied the
shorp reduction in profits, and the incidence of the fall in
after-tax net income was on undistributed earnings: divi-
dends were muintained st about the 1957 rata,

The 5-percent cut ir sarnings from curreht production
was thus not reflected in quarterly disposable perzonsl
income, where the drop amounted to barely more than 1
percont. :

The sccompanying-chart sbows that consymer income was
]mieb' insulated from the effect of eammings reduction in
each of the three short postwar recessions. In all three sagea
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the general picture was substunﬁﬂthe anme, though eertain
differences of detail will be pointed out balow. -

The slide in the national market develed off during the
epring.  In the sumer quarter it was decisively reversed
with & 310 billion advence in gross national unt, Sub- "
stentislly all the major elements of demend for the nadional -
cutput either stabilized or moved ahead in nﬁnud In-
come from ciprent preduction expanded mecordingly, with
hours snd employment rising and average pay rates contina-

ing upward. o T

%Mﬁ national ‘product for thie hird quarter was at an
anmual rate of $£30 hillion—about $6% billon below the
record peak reached in the summer of 1857 and $13 billion
:blt:l‘:el the first quarter 1958 low, Details are piven in
& .

Price and volume changes in GNP

Thae price firmness which featured the period under review
hes been strongly conditioned by the siremgth of real demand
for fina] goods snd services snd by inflexible costs over wide

ta ‘of the economy. VUnder these conditions, prics -
ndvances representing adjustments to- bigher pru:iuction
cosis or stemming current deficiencies of supply hava
somatimes Jed directly to incressed dollar outlays by con-
sumers. The consumer price index advapeced from quar-
tor to quarter through most of the recession before laveling
off in the past 2 months. Sales in other major markets for
the national output are likewise generally at higher prices
now than & year ago, though physical volume has been less
well mainiained in some of these areas.

Relative to the best 1057 quarter, therefors, the gvarall
racovery in real wolume of output has not been so nearly
complete as the recovery in the current-dollar measuses.

Pries advanees were move marleed during the twro quarters
of business dacline; the peneral level has ged relatively
little since early last spring. The movemens thus contributed
mors toward minirizing the downswing in dollar value of -
ontput than to inflating the recovery. advance of the
GNP gincs the roceesion lows of lasi winter seems tp have

.been mainly & pafection of gnine in physical rolume.

CAPITAL GOODS BOOM CHECKED

The combined total of domestic and Foreign investment in
the gross nationsl produet fell from a record $70 billion annusl
rate in the first three quarters of 1957 t0 $63% Lillion: in the
fourth quartar. It dropped $13 bilion further as 1958
opened, but leveled off ]]A:St- spring and has regiztered some
recovery since midyear.

As tha oyale moved toward its 1057 high, production ansl
profits had gradually ceased to rise. Investment was high,
one-sixth of the national ovtput being ysed for this purposs,
but the ow of new orders to the cepital goods industries wae
hmpermg. There were clear signe of softening also in the
demand for consumer durables, Cutbacks were aunounced
in proeurement schedules for aireraft and other military hard
goods, #od defense contract swards fell off sharply durving the
BUKLITET.

Krents in the markets for goods and funds slike suggestad
an incrensingly conservative aititude towsrd new capital
investment and & tightening in standards of liquidity.

Theea tendancies, in turn, resctad upon the markets
The national income accounts showed a fowrth-querter
decling of %1% billion @ business fized mvestment and a
§#% billion swing from sccymulation to lguidation of
mventories. At the swme time substantin]l amounts of
business debt were paid off and new borrowing slowad.

"The trend to finoneial cavtion persisted during the winder,
and additions to ths physicnl assats of business in the first
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3“.;3“3” of 1058 wers a3 emall a8 any recorded in nearly &
ecode. :

" By the end of March, corporations had attained a higher

i degres of liguidity then has been showm by the ratio of
current, asaets to.current linbilities for any comparable
period sinee 1454, In the fevorable monetary situntion
produced by the Federsl Resarve Board's policy of active
ssise, on the one hend, and the decline in calls for loan funds,
on the other, this position was reached without impairing
the n=set values concerned.
The groes nationa] product report for the spring quarter
- showed the slide m }:v t and equipment ouﬁﬂnﬁ tapering
and. the liquidation of inventories slowed.
. . _'The subsequent ecures of investment spending has been
about in line with the patteérn establishe
postwar Tecessions. Inventery liguidation slowed furibher
after midyesr with ths change sentering in hard goods, which
heve accounted for the bulk of the sell-off. d invest-
ment ramained well below the levels which had characterized
the boom. The upturn of plent and equipment cutlays after
the 1949 and 1954 recessions, it may be noted, likewise Jagged
bebind that of the GNP as ¢ whole.

Industrial pattern of recession

The comtraction of investment spending, while widespread,
reflested grmmpally the course of events in ths sams major
industry divisions where the weakening in produeticn,
and profits hed centerad. These divislons—monufacturing,
mining, and transpertstion-—have historieslly borne the
brunt of cyelieal chnuﬁ. While the bulle of the dollar de-
cline in investment, Lke thuse in outpub and net enrnings,
was in Ehe Iarge manufact divizion, all three industrizs

ha2ve Deen characterized by cuthacks which were sharp in

percentoge terme.

Within manufacturing, the cutrent recession festured o
moTe sgvare cut in capital outlays of durahble-goods producers
than in nondurabkes groups.  This difference was sonsistent
with the relatively greater expansion of investment spending
which had featured the durable-goods lines before the down-
twrn, This pattern is somewhat different Irom the preceding
~ poetwar eyclical experiences, in which durabls and nondurable

goods manufactirers moved more nearly togather in reducing
such outlays.

‘Business fixed investment

The course of business fixed investmeni this year was
enalyzed in detail in the Septernber Sunvey. The actom-
. panying chart brings out the marked general similarity in
pattern of the postwar receszions in such investment, and
particularly between the earlisst ond the lutest,

Thke cuthaels is zeen to bave been relativaly mora savare
in manufacturing than in other industries 83 & group in oll
thres veceseions. Nearly every mpjor manufacturing in-
dustry shared in the declines in each case, gains in 1954 for
+ {rapsportation equipment and- the stone-lay-glass group
heaving been the sole sxceptiona. Outsids of menufacturing,
the courss of the investment total has reflected relatively well-
maeintsined sutlayz by public utilities during the 194% and
1963 recessions and by commercizl concerns in 1954 and
1458,

Anticipatory data for the second helf of 1958 suggest &
stabilization of plant snd equipment spending at about the
overall rate reached in the spring quarter.

in the previous.
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Inventory liquidation

Eed by reductions in heldings of aiveraft and other metal-
product manufecturers, inventories moved lower in the
dosing quarter of lest year. The liquidetion was step
up aha;l:'pq]y after the turn of the vear, with subetantial redue-
%ﬂng_ in tﬁmda pMeﬁkﬁl 53 well as in those.of munﬁlilasj;urmé

uring the ere wos some sleckening, as B of .
dis’trihutm‘ssggegr than auto dealers generally loveled off
or turned up toward midyear. Liguidation was initiated or
stepped up, however, in 2evaral nondurables-manufacturing

Eroups. _ :
Third-guarter developments included # buildyp in suto
manufacturing and a slowing in the pace of tisn in o
oumber of o durable-goods Fnes in manufacturing and
trade. Partly offsetting these shifis were an accelerated
decline in auwto denlers’ holdings and a remeswed drawing-
down of food and wpparel stove stocks. . ..
The combined effects of the substantial vecovery in busineas
salex and the cumalative reduetion during the past year in

Postwar Downturns in
Plant and Equipment Expenditures
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Residential construction

The rise of homebuilding sctivity this year, following the
easing of credit conditions, bas played a key pait in the
2¢HN0YNIE TOCOTETY.

Residential construstion wes down dwring 1957, in line
with tha trend which had been in evidence since the penk in
the spring of 1955, Moat of the reduction hos beer m worl:
mvolving Govertment-backed finensing. The demand for
such mortg was somparatively m last year, as other
mvestment fund outlete offered higher yielda and, in soma
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cases, prospect of capital appreciation; Among the major-

spurees of morigage money, life insurance companies and
mutual savin anles in particular furned increagingly ko
corporats other investment sacurities.
wing much of 1958, by contrast, -the situstion was
favorable to home financing. With gross private saving
continuing ln%h and safe investrnent cutlets ot & prominm,
the easing of elipiblibility vequirements for Government
backing was followed during the firsi hlf of this year by a
pronounced rize in spplications for VA guaranieo and FHA
maurance, vwhich continved into the saommer, Eésidential
vonsuction activity advanced accordingly.
ing starts moved above the million mark in May, at sen-
sonally adjvsied annusl rates, mw 1.2 million in
September. The value of activity indicated For the sammer
Hﬂl‘t&l‘gt;';ls over 5 percent, or §1 billion at annual rates,
above ] . '

Postwar Swings in Inventories

Billisn C-pilors
2o

Guarkady Monkaem Tokate,
Ssatonolly Adicubed, of Aanuol Ralsa
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The chenged toyms of Government-supporied morkgage
. financing-—in particular, the higher intarest rate ceilings
and the reduction or removal of ayment regulations—
wers supplemented in their affocts last spring by legmsletion
authorizing the. Fedoral National Mortgage Associstion be
ievest up to §1 billion i purchases at par of gusrenbesd
or inaured mortgages on new lower-coei housing. Nostdy
ail of ilis avthority was committed in the perfod from April
phr;ugh E‘:epto.mhar, and purchueses at par were terminated
in August. _

PERSONAL INCOME AND CONSUMPTION

The third-to-firgi-quarter reduction of personal income
centered in payrolls.  These fell off ’a;‘rementcui? billion at
snnusl ratez. The decline was mpd a refleotion of the
reduction in employment, though the length of the average
workweek was cut, Average bourly emmings moved up
from, aquarter 1o quarker. _

Benofit payments under the State unemployment insursnon
systems cxpanded as employment dedfue . Claims and
payments undar other social security p ms alko rose
markedly, ratirement benefits accounting for much of the

Private hous-

Movembar 1058

ineresise.. Changes in transfer payments are summenzad
in the accompanying table, wh.ig shows how their eontri-"
bution to total pereonal income hes expanded in. the course
of the regession. AR . - '

FPayrolis reached a low point in the Ermg and moved up

in the summer to account, on net bal , for the larger
© Change From Proceding Quarter '
] s

g t |-o m
- _—
Goortuient Ernsler PhFR oo oo | Li| 1% '11'. o8

ﬁ%m T HAETITOLS ERTAT . ..o s assmne ] 1 " [}
TP aa 7 [ L4 f:]
Crior , _ | : 2 -
Crblier porsonal lmme, ..... =-14| =17 B 4.0
Tram; Perpoinal tix 8nd Monkay parmsemts . .. ooa —1| =¥ L 1.2
Engmbs: Drispedtbbn porsoivl Itmem. . coeeae e reee crees] =19 | =18 ] &5

art of the riee in personal income dun'qg this period.

ansfer payments expended further sfier midyear with the

federally underwritten extension of benefits in many States
for individuals sfill unemployed.

Drafis on savings

There. is considerable evidence of drafts on accumulated
savings and other finamcisl reserves as unemployment ip-
crepsed during the fall, winter, and early spring. There
were sharp advances in di ments of private pension snd
welfore funds with nnemploymant insuranes commitinents.
In areas where layoffs were especially widespread, redemp-
tmnsdfsawngaamilmnshmuandofsariesﬁ:smings
bands also showed the effects of the economic pressure.

For the incoma racipients whosa earnings were not direct]
and substantially sffected Ty the recesmion, the ow
pace of saving seems to have been wall maintained snd
there was & rapid rise in savings deposits. The more cantiows
atiitude genm]ég provailing was in & lessened
willingness on the part of poteniial buyers to maortga
thair future incomes for the purchase of big-ticket durable

B.

Consumer durables

Reductions in consumer spending for durable poods were
partivularly severs in the new car markat. As 1958 ospened,
aute purchasea dropped to the lowest, figure recorded for the
sesson in 4 . This £ off was a principal factor in
s $6% hillion decline in the annusal rate of eutomotive
product—a measure of the tetal output directly nssocinted
with automotive demand. This reduction was nearly one-
third of the decline in national output s & whole from the
third quarter to the firsk.

The total number of now passenger cars sold in January—
October 1958 represented a cut of mg:re than 30 ent from
the sama period of 1957.  Automobile installment credic owt-
standing, at $14% billion in September, was 51 billion below
the high reached ahout a year earlier. Whils repayments on
such dalst have been sbw:ijr at & seasonally adjusted monthly
rate near $1.2 hillion over this period, new credit extenaions
since lost winter have ranged downward from $1.2 hillion.
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. In the firat poatwal recession, an aconmulated .hn.ci:hg'of
demand made the new car market an elément of aconomic
- ;. Five yoars ago, however, a drop in new cat sales

contributed substantiolly, to the business decline. In that.

cuse. nce of auto production in the fourth quarter of
1954 gparked ‘an .upswing in the- gmm-nntionn? product
.amuunmﬁlﬁu 24 percent. _An important stimulus ja develop-
ing this fall frem the same sonrce, ay the new models move
nto fuli-ecale netion. The duration of this and ita
effect on the GNP are yet to be determined: the real size of
the demand will net emerge unill after 1959 models have
become availgble in volume,

Retail Sales
Have movad with ncome - . .

Billian Dallars
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. At furniture and spplianee stores, sales fikewise fall off
afier the third quarier of 1957. The recessioh waa nog
nearly =0 mevked as in sales of automohiles The market
wenkness continued through the first half of this yesr but
an upturn was mdicated in the third quarter.

Reuldemand for nondurables firm

Dispoeable income having fallen so little and recovered
80 g;m:nptljr in this recession, expenditure for nondurable
goods has been generslly stable during recent quarters

& for Auetnations in responss to price movamants.
the $140 billion spent for nondurables annunelly, food
and clothing account for rnundlg $100 bilkon, Food out-
lays sinee mid-1957 have follo rakher elozely Hie compli-
eated path iraced by food prices. (See chart on p. 7.)
The price fluctwations, which were grester than sensons],
seam o have siemmed from changes in the supply situntion.

Ontlays for n.luthi:# #nd shoes sagged in the fourth quarter
of 1957, and. ed the subsequent decline of prices fo
& platean in the firat half of this year. In the third quartes,
spending twrnicd up in both real and money torme.

Service purchasas have risen uninterruptedly in afi three
of the postwar recessions, Growth recently has been at an
annuel rate of about 1 percent—8§1 hillion at snnusal rates—
per quarter. a most important factors in the ox-

pansion are the rise In housing rentals and the year-by-vear

wih in the number of families and dwellings with their
aszsocinted utility requirements, . .

Trends enslogous to those which wnderlic the risa In con-

suimer gervice spending are largely responsible alss, it should

be noted, for the mnt-inuin‘f twaz expausion of fnance,
i of the publie utilities industries

insurance snd real estate, an
ROLE OF GOVERNMENT

- 'The facal and other govermment actions diving the eyalical
swing have already been noted in general. _ _

For Federal, Stete, and lecal governments combined, since
the third quarier » year ago purchises of poods and services
have risen $6X billion at anpual rates. ansfar payments
have increased $5 hillion. And the tax take from individusls
and husiness decreased $6)% hillion to the opening quarier
of the year before moving up with Tecovery in privata
incomes,

The timing of thee purchase, transfer, ard revenus
chonges since the summer of 1957, and their effect in bring-
ing abowt & swing from surples to deficit in the netional
ineome aceounts for government, are spmmarized in tha
aocomapanying table,

The vatious fransections in this summary are presented
eonsistantly with the way they are shown in the nationa]

Change From Preceding Quarter
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inceme aceounis for business end persons, so that their
impact on thege broad arcas of the national economy can
readily be traced back to the public poliries snd programs
involved. Im particular, it is important to note that trons-
actions with business are measured 1 accordange with the
acotounting practices of business rather than thoze of govern-
ment, Corporste taxes are reported vn an necrual basis,
for example; and, since this is o current account, borrowing
and other capitaldund tranzactions ere excluded.

The m%?oalm:l of iranslars has already been indicated,
and thet of purchases is di below. The movements
in the fourth hine of the table stemmed mainly from the item
of subsidies less enterprise surpluses, which has fluctuated
rregulariy with & e2 in poetal, farm pries support, and
soil bank operations of the Federal Government,

Expansion in purchases

Furchaszes by the Faderal, State, and loesl governments in
the third tﬂumtrer smonnted to $63% billion, a4 snnual rates,
or one-fifth of the gross national product. =
. Total buying by these governments was off fractionatly
m the summer of 1967. The decline involved a downward
repction in nationsl security spending {from the 3-yesar high
renched earlier in the year; and the non-Federal portion of
the government total was held level nt this time, ss supply

'SURVEY OF CURRENT. BUSTNESS

Hovember 1008

difcuities temporarily checked tho grawth of eonstraction

ouklays. ; -
In each of the next thres querters, however, the govern-
- ment market expanded by $1 hillion to $1X billion, at annual

rates. - The advance last summer amounted to 32K billion.
The increases during the business downswing were princi-
pally In State and loc nditures. The Faﬁaml Govern-
ment adopted a policy of expeditiig the award of supply
contracts as a means of fighting receasion, and noneconomic
factors brought an increase in emphesis on military pre-
paredness. The stretchout in uction and delivery
gchedulss could mot be reversed imrmedistely, however.
Among other difficulties, the stepping np of the mate of pur-
chases involved compliesied techn problems  sriging,
¢. g., from th:hﬁmwingmpuﬂmm of revolitionaty rew Lypes
of sreapons wer plants. :
Defensa purc]la:':ses hegan to move up around midyenr.
Increased ovtlays for mli personnel and for research
end development have contributed to the expansion, which
m:(::l}tgnuad in tﬁif FUmmor JUAThRT. chodules b aifect
anges in Jefense procurament sche egin to allec
the nazfmal economy well in advance of the de%:ery dates
concerned. Contract awords for military procurement foll
off $1% billion in the swmmer of 1857, byt hod more than
mada up this drop by the opening quarter of 1958 and vose
several billion further in the spring, Omne apparent conse-
guence of this trend was the topermg, late in the winter,

Tabln 1.—(roas Natdonal Mysdwet, 195357, and Flrst 3 Ouarvers, 1952
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Durable goede_ oo ..o e 2.9 ] 32 4 46| 334 34. 9 0.2 | 386 40. 4] 89.4 ME| A5 6 24.1
Serviase, oo I ikl RS AR R A R R R R A Rt A Bt A e Rt
Cirows privete dometio investomentba .- 0.3 48 %) 6.8 | €82 | 652 | 6RO B0 447 ) BL 5] 4% G| 40 2| 5T
New canmtrotion . oo o e e e e 276 207 MO) 35T7| 5| 1| 1| IMA| ITY| 43I JL9| 383
Residential nonfarm. .o 18] 1b 4 87| 17 17.Q 19.2] 14 E 18. %] 176 1.1 | 162 g
Other. . i iimemmeaa o cmmao | 13 8| 143 162 | 181 19. 5 18. & 1% 4 1.7 | 16 10.2] 187 8.4
Produrers’ darable equipmenta.. ... .| 223 | 2003 | 2812 {1 2ne| ono| 267 981) 280 267| 220| 223/ 23
Change in buzipess inventories, totsl. ... 4] —L4% LE L 1.0 11 29 22| -23|-95|—-B0|—5%0
MNonfarm 08l F cevvevesmm e o e s L1| =21 (] 59 .2 B 20 L3 | -331|—-63;—-%3]|—54
Nt foreign ihvestment . _________.. 20| —4| —4 1.4 3.6 4.2 42 28 1.9 B .5 .5
Goverament purchases of zoods and services.| B4 4| 76,6 | 7T.1 | 80.3 | 3%n1 | 84| 27.6) 870 882 | 80.5 | @09 3.3
Fedomd. v earrrem e m———— FO.B| 420 | 468 471 | 50.8 | 0.5 S5LB| BOO | SO5 | BO.O| BLG| 534
Notional sseurity =L _ou o .. 51. 51 43.0 | 4L 3| 4256 | 455 | <26. 8| 474 460 | 460 | 46 6] 46, 0| 488
e — I H R HE AR HEHE HE HEHE HEHE RS
L T B4 42 a8 540 48 &1 4.5 N3 &0 7 4.2 w2
Legs: Governmant sales. .. .. .4 .4 .4 .4 B .4 4 .5 .5 4 .4 '
Btote and J0eal oo ammm s 49| ITT| MI| 2®1 0.3 ) B9 | 0.0 )| M1 ar.8)] 326 &1 9.9
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. of the heayy liguidation in wireraft manufactuéers’ inven-
tories. which developed eaxly in the Lusiness recession.
Buying by the Federal Government for purposes other
than secarity moved up in the fips! quarter of last year
and has continued to advance, reaching & $7 billion annual
rate in the summer. Among the factors in the rise have
heen-n step-up in seasonally adjusted expenditures in con-
nection with farm price aupports and ceréajn other pro R
and an increase in the pay of general government employoes,
The Iatest Budget. estimates-for the Feders]l Government
and the avidence of well-established trends in State and locsl
expenditures suggest that the rise in total purcheses is
lf:[kd to continwe through most if not &l of the ¢urrent
zenl year.

Tax yields decline

Pergona) taxes were down neardy $1 billion from the third
%unrt.ar of 1957 to the opening quarter of 1958, u drop in
Federal individuel income tax peyments more than offsetting
increszes eltewhers, By last sumumer, % decisive upturn
mirrored the recovery of incomes.

Becanse profits respond so sharply to chenging business
eonditions, profits taxes ave the most volatile major element
in tha revenue strocturs. Corporate profits éax secruals
aecounted for arcund nime-tenths of the decline in govern-
mental revenues from tha third quarter of Iast year to the
first quarter of 1958,

.SURVEY ‘OF-CURBRENT BUSINESS
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Other buginess taxes showed little change in total during
.the economi¢ downewing. Federal levies fell off with -the
lessened yiaeld from manufacturers’ and other excizes. State
and locel business taxes, ver, continued 10 IOTe UP.
Expsnsion in these heas been partly o matter of rising rates;
8 more fundamental cause lisg in the continuad sxpansion of
the resl esteie tax base.

Monetary policy

The Poderal Keserve System cut discount rates in Novem-
bear 1957 and again in anum'? March, and April of this year.
Resarve requirements were likewise Towere , 1 SUCCEESIVE
stages from the end of Febraary through April. A reversal
in the infernational gold movement was marked last spring
by & §1 billion outflow; unusually lerge purcheses of Tressury
buls by the Federnl Resarve offset the monetary offects of
thim development. -

The monetary policy of active ense was important in facili-
tating the movement of busiress and individuals toward an
improved Nquidity position with minbpum disturbance to
the markets for the poods and other squities liguidatad.

With the davelopment of strength in the bond market
horrowsars moved during the first quarter to fund 3ubstanpiai
smeunts of floating debt. De for new long-term capital
being likewise heevy, since midyesr there hea bean a pro-
pounced fightening iz the markes for such funds. The aver-

Tabla 2. —ati¢nal Income by DMsibhaifve Sheres, 1058-57, and First 3 (ranrvers, 1958

DM of dodara]
Benacm: ity delpebbed wt Aphal rutod
1053 wie | 2ess 1056 s 1087 o
I I n1 Iv 1 I m
Mational fvome_ e i eoa— - p OO0 6 | AEL. 8 | ARG 2 | 3% 4 | 564.0 | BG1. G | 364.1 | 3657 | 3515 | AFD. 6 | B5L. 4 | ...
Comnponestion of employees - ... ___._. 208.8 | 207.6 | 223.0 | 240, 5| 2848 | 251, 8 | 254 % | BOV. 3 | Sad B [ G609 | 260V | WA T
Weages and gadartes ________________ IGE O [ 166 3 | 2200 | 207 3 1 238 1 | 285.6 | 238 4 | 2405 | 233 0 ) 234 4 23-12 228 4
Privete oo ee e 164 2 | 1659 | 1749 (1303 | 1020 106, 2 | 195 6 [ 1089 | 197 4 | 192 7 | 16L. § | 145 O
Miitery_ - emmecmemmaea- 103 10. 90 LB o7 o6 oa g7 28 4 5 g, 4 06 D O
Government civilian . __. . .. ___ 28. 5 24 4 25 2 22 4 a0 s 200 8 0. 2 a0 8 2L 1 32 3 328 i 4
Bupplements 10 wages and salaris____ | 10.% | 113 | 10| 46| 185 18.0] 4| 168 | 168 145 | 164 | 145
Froprietors’ and rental ipeome * e e oo 6l.3 [ SL.3 | B2 G| ML F| B8 G4 1| 547 EBRE | BSGLO| 508 | DOZ | 5G4
Brsinesn spd projesslonal . . | ¥ 4 218 304 a. g al. 4 2.1 31 4 3.7 3L 3 a0. 4 a7 2L1
g o T 133 12 7 1. 8 11. & L. & 1L & 11. & il. 8 11. 3 12. 6 12 4 14. 3
Hental jocome of persons. oo ecuee o[ 1005 | 108 10.F M % | 1.8 | 11. 4] IL 120 | 122) 121 ) 121 | 1232
arste profts aod inventory waluation

_ UEMENS .o iimsmmmm—————— | BT 4k | 4R 41,89 | 3.7 | 20| 431]| 38L&y BLE| AR5 ...
 Corporate profits bafore ta8ammeeeeea- ] 353 3L 1| 440 [ 4R 5] 434 | 461 435] 462) 806 | 5.7 320 |.._.-.
Corporate profits tax linbility ... M2 17. 2 2.8 2 4 21. § 28.0 7 2r0 199 16. 1 183 ______
Corporate profits after tRX. ... ... I&1)] 18] 280 232 1| 218 281 206 2201 ) MO0 156 ) 1B.% |eceae-
Invendory valuation adjustwment .. ... ~10) =8| =L7F)~26|~1L8|—=24|=L5|—=-L1]|=21] =3 .5 .3
Het inferestemramcccccec e aaa wmm—mmmemmms 212 21| 1€ 1L3 | 126 | 121 | 125 2228 12&%{ 13.0| 11 182

Addendum: Campensaticn of genersl gov- :
ariranit SEpIOFeRs. . xias nsaman - sl B2 MO M| WE| S| 4| L 39.2] 4J0.0| 40.B| 4L 9

L Inalodos nonssrporsts Inventory tohiobioo 24108 kment,
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age vield on UV, 3. Government long-term bonds, for example,
rose from 3.19 percent in June to 3.75 pereent in September.

As business recovered, demnand for short-term fimde alsp
expanded markedly, In September and October the Reserve
-suthorities moved Yo incrensa discount rates.

SWING IN INCOME FROM PRODUCTION

After an §18 billion decline in annual rate from the 1957
summer peak, national income was approzimately stable
daring the first half of this yesr at a little over 3350 hillion.
Earnings began o move upward in the spring, and have coa-

tinned to inerense.  The third-gquarter messurs in still in-

complete owing to the lack of pbrougts date, but available in-

dications point to a totel rate above $360 billion, -
The impact of the recession was mainly in employee sarn-
ings and corporate profits. Thess two shares ined $6%
- billion and $12 billien, respectively, efter the third quarter
of 1057, Changes in other types of income wers generally
limited and offsetting. ]
Employee compensation reached its low point in the spring

National Income
Fluctvations mainly in corporats
business . . .
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quarter. -The total was vp $4% billion in tha third, at anriual
rates, and by the end of the anmmer monthly r:%mﬂawm
close -to tha: 1957 - peak level, | Corporate profits. firmed
elightly-in’ the spring quarter, and- the profit imipheations of
the rise in corporate sales ginca then are confirmed by early
third-guarter répoxts. o - : o
- Maasured befgre taves and with an adjustment for.inven-
tory valuation, profits declined from o $43 billion rate in the
summar of 1957 to e little over 331 billion in &eﬁopaning
Tate
business reduced its current rate of saving to absorb the se-
sompanying drop of $8% billion in after-tex net income.
TIlividends were maintained. : Y

Industry pattern of national income

_ It is possibla to group the mejor induetry divisions accord-
ing t¢ whethar thay depend chisfly on the final demand for
osommaodities (pod construction) or on the demaind for serv-
iees. In the cmse of commodities, morepver, certain lines
can be dis%ahad #3 dependieg on the market for non-
durables. This sort of classifiestion ia not at &ll clear cut,
it should be noted.  Aside from the fact that some industries
turn out aeveral types of products, theze iz tha difficulty that
service industriss consribute indirectly to the production of
final comwmodities and goode indvstries to the produetion of
gervices, It seems broadly reasonable, however, to view
agriculture, manufachuring, trade, transportation, mining,
and construstion s the more dependané on final demnod for
commodities, and to foclude finence, insurance, real estnte,
the services division itself, and government in the group more
dependent on final demand for services.
anelysis in these terms shows substantially the pattern

which would be expected from the changes rwmﬁn the
composition of the GNP. In nearly all of the service-
asapcisted indusiries, imcome continued an unimterrupted

wth from guarter to quarter during the }glgﬁt yeaz, though
ﬁz rate of gain was generally reduced. 2 commodity.
aszociated industries, in contrast, nearly all reported some
contraction after the peak summer guarter of 1957; the
excepbion was in agriculture. ' '

In ma-nufmtunr;ﬁ the flow of mcome registered the business
receseion with a third-te-fi LEAT mfp of 514} billion
at_annual rates, accounting Tor four-fifthe of &he total
reduction for all indugiries combined. This dedline centered
in durables, where income omiginating wos down $11 billion,
or one-sizth. The course of activity in these industry

uﬁ, reflacting the weakness of demand for consumer
ﬁ‘n es and producers’ equipment, improved around mid-
yeonr as the tapering in liquidation of inventeries in hard-
goods mdustries allowed production to move up into elosar
alinement with final demand. _ .

Of tha other large commodity-associated indusiries, irade
showed a alightly lesser relative decline than ocewrred in
the national tncome total. This was consistent with the
comparatively favorabla experience of trade in the earlier
postwar recessions. Tneome in agrieulture has meved
counter to the geners] @wend duving the past year. Supply
conditions were such that farm prices tended to advance
during most of the period. The downtwn of prices which
lﬁ:;gan toward midysenr checked the rise in the farm insomea

w.

Monthly pattern of carnings

A convenient index of less-thon-guarterly chenges in the
value of current production is pmﬁgled:g the movement of
labor and proprietars’ earnings, as included in personal in-
corae but with the major retroactive pay increases wdjusted



Norember 1905
t0 & when-earned bosis. Other earned components of per-
sonel income—dividends, interest, and rent—sre much less
¢losely related to corrent monthly production. .
The fall in labor and proprietors’ earnings from their
Aungust 1957 peak, which was mainly responsible for the
deckine in personal income in the ssme petiod, slowed some-
what during the final months of 1537, It was accelerated
sfter the turn of the yewr, however, with severs weather
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conditions reportedly contributing to the decline in some
ATeAE.

From February through Aprit the total of euch earnings
was stable on a monbhly i3, Itz leveling off combined
with the continuad growth of transfer payments to bring
about the March upturn in personal income. Earnings
twrzed up in May; and a sustained rise through the summer
canceled virtnally the entire declina from last year's peak.

Table 3 ~=Personal Incvms and ks Disposition, 1053=57, and Firar 3 Qaearters, 1953

|5t oF Anltare]
— ——— — - |
Egentmaliy aodjnted of st rates
153 1.1 1996 1056 T 10457 1068
1 ) nT v r 12 i
Persankl eotas _______________________ ZR5.% | 280.5 | 310.2 [ A5 | MV. 9 | 423 [ MB 4 | IFLB | BO.T [ MWV 2 | B8 | 36T 5
Less: Persona) tax and nontay payvents_ .| 36,8 | 29| 557 | 401 | 427 423 | 42 7| 4L1 | 480 423 | 423 | 43§
Foderal . e 424 202 | 8.5 8BS T4 | INL| SR @Y | LG, ARG L] TG
State and 1808 am e o e e e 3 1 35 4.2 4 & 54 32 5 3 & 4 LA 57 4.8 419
Bryuals: Dizposable persanal income. ..., 2.5 | 2560 [ 2VL 4 (2005 (3051 | S0O.0 | 305 T | 3087 | 506 53060 3075 | 314 0
Les: Fersonal consumpdion expenditnras._ .| 232, 6 | 238.0 | 256.0 | 260, 4 | 284. 4 | 270.B | 2B2. 5 | 2B8. 3 | 287. 2 | 286. 2 | 286.3 | 201. 5
Eguais: Personsl saving. aa..__- m—mimama 18 & 18 & I7. & 211 20,7 20. 8 23, 2 20. 4 i g 18, 8 19. 2 22 &

Goarre: T, 5. Department of Commorea, DFce of Bosines: Edpnomles.

Table 4 —Rolaton of Groes Natienel Praduct, National Incomes and Parsowmal Treomse, 195557, and First 3 Quarters, 1958
[BUllons of doliors)

Epconal|¥ adjuwsterd of apengal rntes
wse | wsl | e | owme | oesr 157 L0%E
I o m v I I m
Gress natlonad product__, ... ____._._.____.._.....[365. 4 |65, 1 13975 M1, 2 4403 (438, 3 [m.z 445.6 [435.9 |425.5 |429.0 | 430.0
Lega: Oapital comunptlon allowasees. . __ 20.8 (288 | 220 (a4 7 |AR Y (386 |47 6 (34 ) | M5 (o |a| 987
Indirect bosiness tax and nontax ishility cee e [ 80. 2 (302 [ 320 v 35 6 [ 37 6 (37 1 P 378 (7.0 | 377 | 380|383 | 384
BHyslnem trapsfer paymants_____________________ L4 1 & 1.8 L& L& L4 1.4 L& 1.8 1.6 L& L&
Btatiztinel dircrepaney. . ccecee o cmaaaaaaas e 1.3 9] L] — D .7 B LS .7 B O M- B T N IOV
Plua: Subsidice legz cwrrent sorplus of government
stvborpelsen. ... . | —.4 Ly;— 2 6] 10 1.3 L4 L4 13| L2 .81 L5§ LS
Equals: Natlonal Feeame_ . oeoe e BOG. 6 (201 B [38 2 P40 4 [364. 0 361 5 3641 303 T 341 6 B0 6 (352 4 | ___.
Less: Corporste profits sod inveokery valuation sdjust- )
men¥... .- ﬂ ............. .1? ............ !-_-- 7.3 837 j48 1 p42. 0| 410 | 437 420 | 4311388 | 8.8 | 3245 |.ooos
Centelbutions Far soclal oraranoe, . __. -y &7 7100|123 | 148|140 (142 1 2420 12 142|142 14 7
Excess of wage saaruals over dishursements. ... —. 1 .4 0 .0 .0 .0 0y - .0 i & & | —1.5
Plus: Covernment transfer paymants - occecocccu- - 129160160171 |10.0 |18 4 | 100} 200 | 21.3 | 225 | 2L & | 252
Met interest pald by govornetent, . | 52| B4 G4 67| 42 1| &2 62| 624 63| &2 G2
Dividenda .. .o e imma e £21 3102|120 (124125 | 126 |F2T 1201251124 125
Buslnes: transfer payments____________________. L4 L3 L&5| 1] 1.6) L.E| 16| L6| L&6| L&| L& ia
Equals: Personal income. oo oo oo e FBS. d (250, 8 310, 2 (380 5 [347. 0 (342 3 G484 (351 B [349. 7 1347 & 340. 5 | B6T. 5

Borrer: U, B, Dhpictmient oF Cotimerss, Cfioe of Bmloes Esonomise.
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